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SUMMARY 


As it completes the current Five Year Plan and looks forward to the 
next plan period, Romania maintains its emphasis on rapid industrial 
development, while committing larger sums to investment in agriculture. 
The principal limiting factor, a shortage of hard currency to sustain 
the required industrial imports, persists due to softness in Romania's 
export markets and flood damage in July to export crops and industries. 
Nevertheless, by restricting domestic consumption and less-essential 
imports, Romania continues to import much capital equipment and 
technology from Western countries, especially for export industries. 


Trade with the U.S., although slightly slower-paced in 1975 than 
in the record year, 1974, can be expected to expand again in 1976 
under the stimulus of nondiscriminatory treatment for Romanian 
exports. In addition to agricultural and industrial commodities, 
the best opportunities for U.S. exports are in equipment and 
technology needed for the heavy investments called for in the Five 
Year Plan: machine tools, transport equipment, industrial electronics, 
mining and metallurgical projects, and chemical and petrochemical 
production facilities. Romania continues to be interested in 
concluding longer-term industrial cooperation agreements with U.S, 
firms in Romania and in third countries. 
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CURRENT BCONOMIC SITUATION AND TRENDS 


Industry 


Romania's economic policy has long given top priority to industrial 
development. According to official statistics, Romania's highly 
centralized, state-owned economic system continues to sustain one 

of the world's highest rates of growth in gross industrial production, 
averaging 14 percent per year for the first 4 1/2 years, 1971-75. 
These statistics indicate that Romania channels nearly one-third of 
its national income into investment, chiefly in industry. 


Directives for the 1976-80 Five Year Plan make it clear that this 

emphasis will continue with the target for the average annual rate of 
growth in industrial production fixed at 11.2 percent. In an address 

on the Plan to the Central Committee of the Communist Party and the 
Supreme Economic and Social Development Council in July 1975, President 
Ceausescu also called for increased efforts to economize in the use of 
energy and raw materials, especially imports, and to improve the quality 
as well as the quantity of exported manufactured goods. The Plan 
continues to give heavy emphasis to investment in manufacturing facilities 
for export, and much of Romania's imports must be justified on that basis. 


Industrial production ran into difficulties in 1975. Some export- 
oriented factories were damaged by the serious July floods, and others 
reduced production for lack of export demand. There were efforts to 
counterbalance these production losses by increasing working hours at 
undamaged installations, but it is not clear that the original targets 
can be attained. 


Agriculture 


Romania's agriculture is vulnerable to extreme weather conditions and 

has therefore had difficulty in meeting Plan targets. Following a 
drought in 1974 which reduced production of grains (Romania's most 
important crops), the 11th Communist Party Congress called for significant 
increases in investment in agriculture, particularly in irrigation 
facilities. Several major projects were already planned and are now 
getting underway, including one financed by the World Bank. 


Agriculture suffered another setback from the floods in July 1975. 
Vegetables grown for export, thousands of livestock, part of the almost- 
ripe wheat crop, and an as yet undetermined share of Romania's feed 
grain crop were lost. Domestic shortages of refined sugar and vegetable 
oil, already evident during 1974 and 1975, have been exacerbated and 
may become worse in the months ahead. 





Foreign Trade and Payments 


As in other rapidly-developing countries, Romania's foreign trade 

has expanded greatly from year to year. Further growth is planned and 
is necessary if Romania is to import the high-technology capital goods 
needed for investments under the 1976-80 Five Year Plan. In expanding 
its trade, the Romanian Government has tried to limit foreign borrowing 
and to finance imports primarily by maximizing export earnings. Never- 
theless, according to official statements Romania's hard-currency 
deficit increased in 1974, primarily due to imports for productive 
sectors. 


1975 may be an even harder year for Romania's balance of payments, 
given the production losses in the export sector of both industry and 
agriculture, Remaining agricultural export earnings may be partially 
offset by the need to import feed grains again. The floods even 
destroyed some stocks of imported raw materials. 


Consequently, the Romanian Government has called for a review of 

current imports, and where possible, for cancelling, delaying delivery 
or stretching out negotiations for goods not yet delivered. Since many 
of the planned imports are raw materials or capital goods for the 

export sector, these imports cannot be interrupted for long without 
affecting investment targets for the Plan and future export potential. 

So far the measures taken in response to floods and other adverse 
developments continue to be justified in terms of achieving 1971-75 Plan 
targets ahead of schedule, and there is no indication that future targets 
will be reduced. Many high-priority imports are continuing as scheduled, 
and resumption of others seems likely soon. Meanwhile pressures to 
export, especially to the United States, will continue. 


Wages and Prices 


Since over half of Romania's foreign trade is with market economies, 
Romania has not been able to avoid the effects of inflation on world 
markets. In 1974, Romanian petroleum products and oil drilling equipment 
benefited from world-wide price emma but imports of capital goods 


(including those for the petroleum sector) became more costly. These 
price increases have increased the pressure on import financing, and 
could affect the timing or quality of investments in new projects. 


Inflation has mostly hit the foreign trade sector, but it has also 
spilled over into the more insulated domestic market. While calling 
upon Romanian citizens to work harder to offset the effects of this 
year's floods, the government raised prices for a series of consumer 
goods made from imported materials such as cotton and hides. Building 
material prices were also raised, perhaps to conserve their export 
potential. 





«$s 


At the same time, the government announced that it would implement 

@ new wage increase, mainly affecting the lowest-paid workers. Other 
small wage increases are anticipated during the 1976-80 Plan, but not 
in proportion to the expected increases in national income. 


IMPLICATIONS FOR THE UNITED STATES 


Restructured Trade Relations 


The passage of the U.S. Trade Act of 1974 established a new basis 

for trade relations with Romania. A bilateral trade agreement, providing 
for nondiscriminatory tariff treatment and a variety of other basic 
understandings on commercial relations between the two countries, was 
negotiated in early 1975, approved by the U.S, Congress, and put into 
effect during the visit of President Ford to Romania on August 3. 
Congressional approval of this agreement also permitted the resumption 
of Export-Import Bank, Commodity Credit Corporation, and Overseas Private 
Investment Corporation credits for U.S. business, restoring U.S. 
suppliers' ability to compete with the financial terms granted by other 
suppliers of capital goods and agricultural commodities. By giving 
Romania a better opportunity to sell in the U.S., the most-favored-nation 
provision of the agreement should also permit increased dollar earnings 
by Romania and increase its import capability. 


U.S.-Romanian Trade Trends 


Two-way trade reached a record level of $407 million in 1974, over 
twice the total for the previous year. U.S. exports of $278 million 
were dominated by agricultural products, which amounted to about 
$155 million. Two individual transactions, the sale of commercial 
jet aircraft ($44 million) and tire making equipment ($28 million) 
contributed significantly to the total. On the import side Romania 
benefited by the unusually strong U.S. demand for petroleum products. 


Bilateral trade during the first half of 1975 has been slower: 

trade in both directions reached only $173 million by the end of July. 
Romanian exports suffered most, totalling only $42 million, while U.S. 
exports of $131 million for the first seven months were still larger 
than for the full year 1973, without the benefit of major project 
deliveries such as were made in 1974. 


No exceptionally large shipments are presently foreseen in either 
direction before the end of 1975. Romanian exports may pick up 
somewhat through the lowering of tariff barriers, but the time needed 
for negotiating, production and transport should delay even most short- 
run increases to 1976. Some contracts for U.S, equipment may have been 
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delayed by uncertainty over the future of Eximbank financing, or by the 
import review conducted following the floods, and they are also unlikely 
to result in exports before 1976. U.S. exports throughout 1975 are 

thus being sustained by smaller, more routine shipments of equipment 

and by continued strong exports of agricultural commodities, especially 
feed grains, soybeans, hides and cotton. U.S. coking coal, wood pulp 
and tinplate exports have also been significant. 


Romanian Import Priorities 


Since Romania imports few consumer goods, and plans no increases 

in this sector, the U.S, will continue to export primarily agricultural 
commodities, industrial materials, capital goods and technology. 
Opportunities for U.S. exports of capital equipment and technology 

to Romania depend to a large extent upon the investments planned for 
1976-80. 


Although the Five Year Plan has not been finally approved, the Directives 
of the 11th Communist Party Congress, which were recently reaffirmed by 
the Central Committee and top government leaders, give the general 
priorities. In many cases, ministries and foreign trade organizations 
are already seeking equipment and technology for projects to be started 
under the 1976-80 plan. In each of the following priority areas, 
Romania seeks high technology and generally does not consider used 
equipment. Process control and materials handling equipment will be 
needed in each of these areas. 


Machinery, Transport Equipment and Electronics 


The Directives call for emphasis on developing Romania's metal-cutting 
machine tool production, fine mechanics and optics, and electronic 
industries. U.S, machine tools and data processing equipment are in 
particular demand, and U.S, machine tools for metals have recently 

become more competitive with those of traditional West European suppliers. 
Production equipment for more sophisticated electronic controls and 
instruments, including color TV sets, will be sought. Romania intends 

to begin production of off-highway construction equipment and to expand 
automotive production and shipbuilding, and is likely to continue 

adding western-built commercial jet aircraft to its fleet. 


Mining and Metallurgy 


Romania seeks to open two new large-scale pits for mining low grade 
copper, will continue to develop processing and manufacturing facilities 
for both copper and aluminum, and has been particularly interested 

in U.S, technology in these areas. Romania will attempt to extract 
nickel, titanium and zirconium and to obtain rarer metals as by- 
products of non-ferrous metallurgy. Although dependent upon imported 
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iron ore and coke, Romania plans to continue expanding several 
existing iron and steel plants, and will begin construction of a 
completely new iron and steel center in Calarasi. U.S. firms may 
have exeellent opportunities to supply new facilities designed to 
make higher-quality alloys or to increase productivity. 


Fuels and Power 


Romania will begin offshore drilling for petroleum during the Plan 
period, using its own rig and probably also through contracts with 
foreign oil companies. However, power resources will be developed 
from sources other than oil, particularly through increased mining 
and burning of lignite, developing new processes to use bituminous 
shales, increased output of bituminous coal, development of remaining 
hydroelectric sources, and by beginning a nuclear power program. The 
nuclear program has investment implications up to the year 1990 and 
beyond. Romania hopes to bring on line 6,000 MW of nuclear power by 
the end of this century, with 8 to 10 separate power stations by that 
time, primarily of the natural uranium/heavy water type. U.S. 
technology and equipment should be able to contribute in several of 
these areas, which must grow rapidly if they are to keep pace with 
industrial development. 


Chemicals and Petrochemicals. 


Romania will continue to capitalize on its experience by expanding 
the petrochemical industry, and several major projects involving 

U.S, technology are already under negotiation in plastics, synthetic 
rubber and fertilizers. A major refinery and petrochemical complex 
for the Black Sea coast is in the planning stages. More specialized 
plants for both organic and inorganic products will probably also be 
sought. Production equipment using chemical raw materials, particularly 
Plastics, should become an attractive field for U.S. exports. In all 
of these areas, Romania will expect to contribute some if not all of 
the engineering, and will usually give priority to those foreign 
partners offering higher technology. 


Industrial Cooperation 


In addition to outright imports of equipment and technology, Romania 
often seeks to establish longer-term relationships with U.S, firms. 
These have been arranged through a variety of techniques: licensing, 
technical assistance contracts, production-sharing and counterpurchase 
contracts, and even joint ventures involving foreign equity investment. 
Foreign ownership is limited to 49 percent in Romania, but is not 
prescribed by Romania for third countries. Although negotiations are 
usually long and difficult by U.S. standards, and Romania generally 
requires a high level of exports to minimize the longer-run foreign 
exchange costs, substantial areas of mutual interest can be found. 
Romania's rapid economic growth and increasing foreign trade efforts 
make it an attractive area for new business. 
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